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Paradigm Shift in Taxation of Services in India
ervice tax, which made a modest beginning in 
the year 1994, has metamorphosed into a full 
fledged indirect tax making its presence felt in 
the economy with the service sector being the 
dominant sector in terms of the contribution to 

gross domestic production of the country. As per the Advance 
estimates released by the Central Statistics Office, the service 
sector is expected to realise a growth rate of 9.4% in 2011-12 
over and above 9.3% growth achieved in 2010-11. The success 
story of service tax, imposed on the recommendations of the 
Dr. Raja Chelliah Committee constituted for tax reforms in 
1994-95, has been remarkable, considering that its collections 
grew exponentially from R410 crore in the year 1994-95 to 
R71015.87 crore in the year 2010-11. The basic objective 
of service tax is broadening the tax base, augmentation of 
revenue and larger participation of citizens in the economic 
development of the nation. 

Depending on the socio-economic compulsions, different 
countries evolved a taxation system on services adopting either 
a comprehensive approach or a selective approach. While 
most of the developed countries tax all the services with very 
few and limited exemptions, some of the developing countries 
tax select services only. India adopted a selective approach 
to taxation of services. To start with, service tax was levied 
on three services namely, telephones, general insurance and 
stock brokers. The baton then passed on to successive Finance 
Ministers who widened the service tax net every year thereby 
increasing the total number to more than 120 services. 

The selective system of taxing services, though appropriate 
in the year 1994-95, started becoming complex with 
definitions of more than 100 services leading to classification 
and interpretational disputes. Further, this system was also 
not in line with the eventual objective of the Government of 
ushering in a system of goods and service taxation in India. 
By this time, the once nascent and utopian idea of taxing all 
services except the ones covered in a small negative list gained 
sufficient momentum with the Government finally deciding 
to put it in “black and white” in the Union Budget 2012-13. 
Thus, Year 2012-13 became a witness to an archetypal shift 
in taxation of services in India from the existing system of 
subjecting to tax only services of specified descriptions to 
taxing all services, except those specified in the negative list. 
The selective approach has made way for the comprehensive 
approach. 

Relying on this new reform to act as a catalyst, the 
Government is hopeful of surpassing the target of service 
tax collections set for the current year viz., R1,24,000 crore. 
However, the negative list of services is not merely a revenue 
garnering measure since it aims to widen the tax base of 
services and simultaneously seeks to simplify the law. The 
introduction of negative list as also the enhancement of 
standard rate of service tax from 10% to 12% are inter alia 
the specific amendments in the Budget 2012-13 to recalibrate 
the tax effort on indirect taxes to achieve fiscal consolidation 
in short term. 

The introduction of negative list with effect from 1st 

July, 2012 necessitated the need of making consequential 
amendments in the service tax law. CBEC has done exemplary 
work in coming out with a flurry of notifications during the 
presentation of Union Budget 2012-13 and subsequently 
in June 2012 for putting into effect the negative list regime. 
However, the anteriority, which should form part of the new 
law, has been given a go by.

Large scale amendments have been made in Service Tax 
Rules, 1994, Point of Taxation Rules, 2011, CENVAT Credit 
Rules, 2004 to harmonise the existing provisions of these rules 
with the new dispensation. Except that the taxing of advances 
has been continued. Service tax exemptions and abatements 
have also been revamped pursuant to the implementation of 
negative list regime to enable revenue collection in difficult 
areas. Exemptions given hitherto vide different notifications 
have been clubbed together in a mega exemption notification 
with appropriate changes, wherever required. Likewise, 
abatement have also been reviewed in light of the new system 
and grouped together in one separate notification. 

Another landmark amendment is the introduction of Place 
of Provision of Service Rules, 2012 to determine the place 
where a service will be deemed to be provided. So far, the 
Export and Import Rules – determining the place of provision 
of services somewhat indirectly – were confined to define the 
circumstances in which a provision of service would constitute 
import or export. The rules will primarily benefit the service 
providers involved in cross-border services. The reference to 
amendments made vide Finance Act, 2012 will be incomplete 
without mentioning the withdrawal of benefit of paying service 
tax on receipt basis in case of services rendered by Chartered 
Accountants. However, members whose value of taxable 
services does not exceed R50 lakh in the previous year can 
still pay service tax on receipt basis during the current year. 

Bringing all services under taxation would not be simple 
as services are intangible and are provided by organised as 
well as unorganised service providers including retailers who 
are scattered across the country. Further, there are several 
services, which are of intermediate nature. The low level of tax 
awareness of service providers, administrators and consultants 
added to frequent changes seen in this law may also pose 
difficulties to all stakeholders. 

As the gamut of service tax expands there would be a great 
need for professionals to advise and assist the assessees. A 
chartered accountant with his training and experience is well-
equipped to position himself in the dynamic role as an advisor 
and facilitator for due compliance of service tax law.

This issue of the journal mainly covers the nitty-gritty of 
the new service tax regime for the information of the readers.
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